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out in Europe.  London on that occasion experienced extreme
stringency, but no panic.

English industrial and financial conditions became for a
short interval detached from those of the Continent. The
recent legislation facilitating the formation of companies, and
in particular opening the way to limited liability (Acts of 1855,
1856, and 1862)5 had given a great stimulus to company promo-
tion and so to capital outlay at home. Activity was prolonged
for eighteen months or so after it had been brought to an end
on the Continent by the crisis of 1864.

This divergence of economic conditions was unstable. The
contagion of depression was bound to spread to England. Early
in 1866 signs of unsound credit began to be visible, particularly
among a new class of finance companies formed to promote
railways and industrial enterprises. Panic came with catastro-
phic suddenness. It was precipitated by the failure on the loth
May 1866 of Overend, Gurney & Co., a firm which had gained
a pre-eminent position as the greatest of discount houses, but
had suffered some loss of standing and had been converted into
a limited company in July 1865.

Since discount houses had adopted the practice of holding
bills themselves with money borrowed at call from the banks,
and since the banks regarded this call money as the first liquid
resource to be relied on to supplement their cash reserves, it
may readily be understood that the failure of a discount com-
pany would cause a convulsion in the credit world.

Overend, Gurney & Co. had departed from the primitive
simplicity of the discount house which would hold nothing but
carefully selected short-dated bills as assets against its demand
liabilities. They had embarked on promotion business and
encumbered themselves with doubtful shares and advances.
Nor were they alone. Some other discount houses had also been
imprudent, and the clear line which ought to have separated
them from finance companies or investment companies had
become blurred.

The demands upon the Bank of England for accommodation
immediately became intense. The Bank met them boldly and